Report of the audftor-general to the Free State Legislature and the 
council on the Tokologo Local Munlclpalfty 


Report on the audit of the financial statements 


Dlscialmer of oplnion 

1. I was engaged to audlt the flnancial statemente of the Tokoiogo Local Munidpality set out on 
pages xx to xx, which comprise the statement of flnanciai positlon as at 30 June 2018, the 
statement of flnandal performanoe, statement of changes in net assets, cash fiow statement 
and the statement of comparison of budget informatkjn mth actual intbrrnaflon for tha year 
then ended, as well as the notes to the financial stetements, indudfng a summary of sfgnlficarrt 
accounting policies. 

2. f do not express an oplnlon on the flnancial stetements of the municipalfty. Because of the 
signlflcance of the mattere descrlbed in the basis fbr discfaimer of opinion aection of this 
auditor’s report, I was unabfe to obtain sufflcient appropriate audft evidence to provlde a basls 
fbr an audlt oplnlon on these finandal statements. 

Basls for dlsclalmer of opinlon 

Property, plant and equipment 

3. ' was unable to obtein sufficient appropriate audit evidence tor infrastructure and work-in- 
progress assets induded in property, plant and equipment due to non-submisslon of payment 
certificates by the munidpaiity. Furthermore, unexplained dlfferences were identified between 
payment documentetion and reoorded prpject vatuea. I was unabie to confirm these assets by 
aitemativB means. Consequently, I was unabie to determine whether any adjustments were 
necessary to property, plant and equlpmant stated at R880 208 385 (2017: R811 145 429) In 
note 11 to the financfaf statements. In addrtion, the munlclpality did not recognlse all items of 
property, plant and equipment in accordance wlth GRAP17, Property, plant and equlpment, as 
completed projeds were not capitalised and material duplicate payments were Identified. 
Consequently, property, ptant and equipment was undereteted by R20 343 457 (2017: 
overetatad by R5 514 248). There was also a reeultant Impact on reoeivabtes, govemment 
grants and subsidies, fhe surplus fbr the period and on the accumulated sirpius. 

Servtce charges 

4. I was unabfa to obtarn suffldent appropriate audit evidence fbr servioe charges as the 
munfdpaiity dld not have adequate systems in piace to account fbr the biliing of servlce 
chaiges In both the current and prior year. I was unable to oonflrm the service charges by 
aitemative means. Consequsntly, I was unable to determine whether any adjustmente were 
necessary to service charges steted at R40113 404 (2017: R38 266 231) in note 21 to the 
financial statements. In addition, the munidpaiity did not recognise revenue from service 
charges in accordance with GRAP 9, Revenve from exchange transactlons as servioss were 
ievied at incorrect terifls resulting in servioe charges and recervables from exchange 
transactions being overstated by R1200 722 (2017: R4 077 382). There was also a resultent 
impact on the surplus fbr the period and on the accumulated surplus. 


1 




General expenses 


5. I was unable to obtain sufRdent approprtate audit evldenoa fbr generaf expenses due to 
fnsuffident reoord keepfng by the munidpality. I could not conflrm general expenses by 
altemative means. Consequentiy, I was unable to determlne whether any adjustments were 
necessary to general expenses stated at R17 460 540 (2017: R13 668 365) in note 35 to the 
flnendal statements. In addition, tbe municipalfty did not reoognlae all its general expenses fn 
terms of GRAP1, PrBsentatian af finandsl statements, as general expenses were not correctly 
recorded and accounted fbr In the correct flnandal year. Consequently, general expenses were 
overstated by R4 738 705 (2017: understated by R7 928118). There was also a resuitant 
impad on the surplus fbr the period, payables, VAT neceivable and on the accumulated 
surplus. 

Receivabfes from exchange transactions 

6. I was unable to obtaln suffident appropriate audit evidence that all recelvabies from exchange 
transactions were accounted for due to insuffldent record keeping by the munidpsilty. 
Furthermore, the munidpaifty coufd not provide the debt fmpalrment methodofogy that was 
used to caiculate the aliowance for impairment. I was unabte to conffmn raoefvables from 
exchange transactlons by aitematfve means. Consequently, I was unabie to determlne whether 
any adjustments were necessary to receivables ftom exchange transactions, stated at R7 410 
593 (2017: R4 529 588) ln note 4 to the finandaf statements. 

Receivables from non-exchange transactions 

7. I was unable to obtain suffictent approprlate audit evidence that aii recelvabies from non- 
exchange transactions were accounted for due to Insufffcient record keeplng by the 
munidpality. Furthermore, the munidpality could not provfde the debt fmpairment methodology 
that was used to calcuiats the elfowance for impalrment I was unable to confirm reoervabies 
ftom non-exchange transactions by altemative means. Consequentfy, I was unable to 
determine whether any adjustments were necessary to recelvables from non-exchange 
transactions, stated at R5 748 774 (2017: R7 918139) Jn note 7 to the financial statements. 

Payables firom exchange transacf ions 

8. I was unabte to obtain suffident approprfate audit evidenoe for payabfes from exchange 
transactions dua to the munlclpality not providing statements from suppfiers. I was unabie to 
confirm payabfes ftom eacchange transactions by sltsmative mearts. Consequently, I was 
unable to determine whether any adjustments were necessary to payables ftom exchange 
transactions sfated at R157 266 152 (2017: R85 071 952) ln nots 16 to the finandal 
statements. In addftion, the munldpality did not have adequate systems In ptece to ensure that 
payables from exchange transactions has been correctiy accounted for in terms of GRAP1, 
PFB&Bntatton of flnanciet statements. Baiances due were dupiicatad, unrecorded JiahmHwa were 
fdentffied and the leave and bonus accruais wsre fncorrectiy caiculated. Consequentiy, 
payablès ffom exchange transactions was underefated by R10 106 529. There was also a 
resultarrt Impact on expendfture, employee costs, the surplus forthe period and on the 
accumulated surplus. 
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Bulk purchases 

9. I was unable to obtaln sufficlent appropriate auclit evidence for bulk purchases as the 

munidpality ooukf not provide invoices and statements from suppliers. I oould not confirm bulk 
purchases by altemative mearts. Consequently, i was unable to determrne whether any 
adjustments were necessary to buik purchases stated at R69 403 682 (2017: R18 921 177) in 
note 33 to the financiai statements. 

Govemment grants and subsidies 

10.1 was unable to obtain sufficient appropriate audit evidence for govemment granls and 
subsidles 8s it could not be corrflrmed if the conditions of the grants were met due to 
unexpiained diflerences between the capitai additions, project registere and the grant register. 
Furthermore, payment oertfficates could not be submitted for audit purposes and difforences 
were ktentified between the discfosed amounts and the amounts ailocated per the DMsion of 
Revenue Act of South Africa, 2017 (Ad No. 3 of 2017) (Dora) which could not be supported. 
This aiso has an impact on unspent conditional grants and receipts recognised in the statement 
of financial positlon. I was unable to confirm govemment grants and subsidies by aitemative 
means. Consequently, i was unable to deteimine whether any adjustments were necessary to 
govemment grants and subsidies stated at R167 509 610 (2017: R176 103 773} En note 26 to 
the financial statementB and unspent oonditionaf grants artd receipts steted at R11 218 546 
(2017: R0) Jn note 18. In additlon, the munidpality did not account for ail govamment grants 
reoeived, as required by GRAP 23, Revenue frorn non-exchange transactions. A subsfdy 
recelved from Free Stete Provindal Treasury was not recorded and ali grant rewenue was not 
recognised fn the statement of flnanclal peribrmance. ConsequenUy, govemment grants and 
subsidies was understated and unspent conditional grants and receipts overstated by 

R4 445 044, respedively. There was also a resuitant Impad on the surplus for the period and 
the accumulated surplus. 

irregular expenditure 

11.1 was unabie to obtain sufficient appropriate audit evkfenoe fbr irreguiar expenditure as a 
diffarence between the disciosed opening baiance and the supportlng scheduies could not be 
substantiated. I was unabie to oonfiim irregular expenditure by altemative means. 

Consequently, i was unable to detemnine whether any adjustments were necessaiy to irregular 
expendfture stated at R269 105 272 (2017: R156 546 202) !n note 51 to the finandai 
statements. 

VAT receivable 

12.1 was unable to obtain suffldent appropriate audit evidence forjoumal adjustments that were 
recorded against the VAT receiuable, due to insufficient record keeping and monthiy VAT 
reconciiiations not being performed by the munrcipaiity. I was unable to confirm these Joumals 
by aitematlva means. Consequentiy, l was unabte to determine whether any adjustments were 
necessary to VAT reoeivabie stated at R21 612131 in note 8 to the financial statements. In 
addifion, the municipaiify did not clatm input VAT on ail qualifying expenses, did not make 
adjustments for disaliowances per SARS statement of aooounts and reoorded an Incorred 
amount fbr VAT relating to the provision for Impairment of reoeivables. Consequently, VAT 
recelvabie was overstated and general èxpenditure underatated by R2 561 526, respedively. 
There was also a resuitant impact on the surplus for the period and on the accumulated 
surplus. 
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Employee related costs 

13.1 was unable to obtaln sufficient appropriate audit evidence for employee related costs as there 
were material unexplained dffferences between the salary system and the general ledger. I 
oould not confirm employee costs by altemative means. Consequently, f was unable to 
determlne whether any adjustments were necessary to employee related costs stated at 

R39 012 530 in note 28 to the finandal statements. In addition, the munfcipality did not 
recognise all its employee costs in ferms of GRAP1, Pnōsentation offmandal statements.A 
difference was identified between the gerteral fedger and the finandai statements, resuiting in 
empioyee costs belng understafed by R2 987 819. There was also a resultant impact on the 
surpfus fbr the period, payabies and on the accumulated surpius. 

Commitments 

14.1 was unable to obtain suffident appropriate audlt evldenoe for commrtments as the 
munidpality could not provide capital project contracts, variata'on orders and payment 
documentab'on. I was unable to cortfirm commrtmerrts by altemative means. Consequently, I 
was unable to determine whether any adjustments were necessary to commitments stated at 
R249 817 616 In note 41 to the finandal statements. 

Contracted services 

15.1 was unable to obtain sufficient appropriate audlt evidence fbr contraded services due to 
insufflclent record keeplng by the municlpallty. I could not conflrm contracted senrices by 
aitemative means. Consequentiy, I was unabie to determine whether any adjustments were 
necessary to contracted services statod at R14 808127 in note 34 to the finandal statements. 
In addition, the munidpallty did not reoognise ali its contracted servioe expenses in terms of 
GRAP1, Presentation offmandal statements. Contracted service expenses were incorrectly 
recorded In the generai ledger, resulting In contrected senrices being understated by R527 397. 
There was a resuftant impact on the surplus for the year, VAT reodvable and on the 
accumulated surpfus. 

Fruitfeas and wasteful expenditure 

16. i was unable to obtaln sufficient appropriate audft evidence for fruitless and wasteful 
experrdtture as a difference between the dlscfosed opening baianoe and the supporting 
schedules oould not be substantiated and supporting evidence could not be provided fbr 
amounts disclosed. I was unable to confirm fruitiess and wastefui expenditure by altemative 
means. Conssquently, I was unabie to determfne whether any adjustments were necessary to 
fruitiess and wasteful expenditure stated at R12 462 477 in note 50 to the financiai statements. 

Provislons - Landfill sites 

17. The municipafrty did not recognise rts environmental rehabilltation provision fn accordance wlth 
GRAP19, Prowstons, contingent liabHities snd contfngent assats. The rehabilitata'on provision 
was based on the entire (andfilf site areas and not only the contaminated areas as at the 
reportirtg date. I was unable to determfne the fulf extent of the overstatement of provisions 
stated at R17 741 660 (2017: R16130 247) in note 17 to the financtal statement a$ it was 
impracticable to do so. There was also a resultant impact on the surplus fbrthe period and on 
the accumulated surplus. 
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Finance costs 


18.1 was unable to obtain sufficient appropriate audit evidence for finance costs due to insufficient 
record keeping by the municipality. I was unable to confirm finance costs by alternative means. 
Consequently, I was unable to determine whether any adjustments were necessary to finance 
costs stated at R4 091 783 in note 30 to the financial statements. 

Contingent liabilities 

19. i was unable to obtain sufficient appropriate audit evidence for contingent liabilities as the 
municipality could not provide attorney correspondence for amounts disclosed and extemal 
confirmation could not be obtained from the attorneys. I was unable to confirm contingent 
liabilities by alternative means. Consequently, I was unable to determine whether any 
adjustments were necessary to contingent liabilities stated at R16 438 211 in note 42.2 to the 
financial statements. 

Cash flow statement 

20. The municipality did not present the cash flow statement in accordance with GRAP 2, Cash 
flow statements. As the cash flows from operating and financing activities were misstated due 
to unexplained differences in the cash flow calculations, I was unable to determine the fuli 
extent of the misstatement as it was impracticable to do so. 

Distribution losses 

21. The municipality did not disclose distribution losses as required by section 125(2)(d) of the 
Municipal Finance Management Act of South Africa, 2003 (Act No. 56 of 2003) (MFMA). As the 
municipality did not maintain adequate records of water and electricity usage, I was unable to 
determine the full extent of the misstatement of distribution losses stated in note 52 to the 
financial statements, as it was impracticable to do so. 

Pension and medical aid deductions 

22. J was unable to obtain sufficient appropriate audit evidence for pension and medical aid 
deductions as a difference between the disclosed amount and the financial records could not 
be substantiated. I was unable to confirm pension and medical aid deductions by alternative 
means. Consequently, I was unable to determine whether any adjustments were necessary to 
pension fund and medical aid deductions stated as R5 779 359 in note 52 to the financial 
statements. 

Material uncertainty relating to going concern 

23. I draw attention to the matter below. My opinion is not modified in respect of this matter. 

24. Note 47 to the financial statements indicates thatthe municipality’s current liabilities exceeded 
its current assets by R130 551 327 (2017: R69 936 545). In addition, the municipality owed 
Eskom R37 377 226 (2017: R29 223 374) and the Department of Water Affairs R25 368 532 
(2017: Unknown) as at 30 June 2018, which has been iong overdue. These events or 
conditions, along with other matters as set forth in note 47, indicate that a material uncertainty 
exists that may cast significant doubt on the municipality’s ability to continue as a going 
concern. 
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Emphasis of mattsrs 

25. I draw attsnfion to fhe matters below. My opinion is not modified in reepect of these matters. 

Unauthorised expenditure 

26. As disdosed in note 49tothe financial statements, ths munidpality incurred unauthorised 
expenditure of R169196104 (2017: R84117137) due to overspending of the approved 
budget 

Restatement of corresponding figures 

27. As disdosed in note 45 to the finandal statements, the corresponding figures fbr 30 June 2017 
have been restated as a rssult oferrors in the finandal statements of the municipality at, and 
fbr the year ended, 30 June 2016. 

Ottier matfer 

28. I draw attenHon to the matter befow. My opinion is not modified in respect of this matter. 

Unaudited disdosure note 

29. In terms of section 125(2}(e) of the MFMA the municipailty Is recjuirsd to disdose particulars of 
non<compliance with the MFMA In the finandaJ atatemenls. This dlsdosure requirement dkf not 
form part of the audit of the finandal statements and, accordingly, i do not express and opinion 
thereon. 

Responsiblllties of accounting offlcer for tha financiai statements 

30. The accounting offlcer is responsible fbrlhe preparation and fair presentation of the flnancial 
statements In acoordance with the South Afrfcan Standards of Generally Recognised 
Accounting Pracfice (SA Standards of GRAP) and therequiremerrts of the MFMA and the Dora 
and for auch intemai controf as the acoounting officer determlnes is necessary to enabfe the 
preparation of financial statemenfs that are free from materlal misstatement, whether due to 
fraudorerror. 

31. In preparing the financlal sfatements, the accounting officer is responsible fbr assessing the 
Tokoiogo Local Munidpality's abriity to continue as a going concem, disdosing, as applicabie, 
matters retating to going concem and using the going concem basis of accountlng unless the 
approprtete govemance structure efther intends to liquidate the municfpality or to caase 
operations, or has no realistic altemative but to do so. 

Audltor-general’s responslbllities forthe audft of the ffnanclal statements 

32. My responsibifiiy is to conduct an audit of the financial statements in accordance with the 
Intemational Standards on Auditing and to issue an auditor's report However, because of the 
matters described in the basis for disdaimer of opinkm section of thls auditor’s report, I was 
unable to obtain sufficient approprfate audit evidence to provide a basis for an audit opinion on 
these finandal statements. 
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33.1 am indapandent of the municfpality in accordance with the Entemational Ethics Standarde 
Board for Accourrtants’ Code ofethics for professtonal accountants (IESBA code) and the 
ethlcal requirements that are relevant to my auditof the financiai statements in South Africa. I 
have fuJfilled my other ethlcal rosponslblllties in accondance with these requirements and the 
IESBA oode. 


Report on the audit of the annual perfoimance report 


Introduction and scope 

34. In accondance with the Public Audit Act of South Africa, 2004 (Act No. 25 of 2004) (PAA) and 
the general notioe fssued in torms thereof I have a responsibility to report material findings on 
the reported performance information against predetermined objectrves for selected key 
perfbrmance areas (KPAs) presented in the annual performance report. i was engaged to 
peribrm procedures to raise findings but not to gather evidence to express assurance. 

35. I was engaged to evaiuate the usefulness and reliabiiity of the reported peribrmanoe 
informatfon in accordance with the criteria developed from the perfbrmance management and 
reporting framework, as defined in the generai nofice, fbr the following seiected KPA presented 
in the annual performance report of the municipality fbr the yearended 30 June 2015: 


KPA 

Pages in the annual 
parformance report 

KPA1: Basic munidpal service and infrastructure 
development 

x-x 


36. The materiaf findings in respect of the usefulness and reliabilfty of the selected KPA are as 
fbJlows: 

KPA1: Baefc municipal service and Infrastructure devefopment 

Various indicators 

37.1 was unable to obtein sufficient appropriate audit evldence fbr the reported achievements of 
the Indlcators listed below. This was due to iimitatfons placed on the scope of my work. I was 
unabfe to confirm the reported achievements by altemative means. Consequentiy, I was unable 
fo determine whether any adjustments were necessary to the reported achievements in the 
annual performance report of the indicators listed below: 


Indlcator descrlption 

Reported achlevement 

Percentage of households with access to water servlce 
wltoin a radius of 200 meters 

Achleved 

Percentege blue drop stetus 

NotAchleved 

Peroentage green drop status 

Not Achieved 
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Indicator descrJpNon 

Reported achievement 

Percentage of households wlth access to sanitation service 
wfthin the RDP standards 

Achfeved 

Percentage of capital funding spend 

NotAchieved 

Peroentage of household provided with refuse removal 
services at least twice a waek 

Achieved 

Percentage of landfill sites malntained to the required 
standards 

Achfeved 

Kiiometres of potholes patched 

NotAchieved 


All indicators 

38, A oomparison befween the peribrmance of the year under review and previous year was not 
induded in the annual performanoe reportfor all irdleatore reiating to the selected KPA. 

Various Indicators 

30. The measures taken to improve perfbrmance against targets were not included In the annual 
performance report fbr the foilowing indlcators: 


Indicator description 

Reported achlevement 

PencentaQe blue drop status 

NotAchieved 

Percentece green drop status 

NotAchieved 

Percentaoe of capital fundlng spend 

NotAchieved 

Kifometres of potholes patchad 

NotAchleved 


Other matter 

40. I draw attention to the matter below. 

Achievement of planned targets 

41. Refertothe annual performanoe report on pagee x to xfor Information on the achievement of 
planned targets fbr the year. This information should be consldered Fn the oontext of the 
material findlngs on the reliabillty of the reported performance information in paragraph 37 of 
this report 
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Report on the audit of compliance with legislation 


Introduction and scope 

42. In accordance wifh the PAA and the general notice issued in terms thereof, I have a 
responsibility to report material findings on the compliance of the munidpallty with specific 
matters in key legislation. I performed procedures to identify findings but not to gather 
evidence to express assurance. 

43. The material findings on complianoe with specrfic matters in key legislations are as foliows: 

Annuai financial statements 

44. The financial statements submitted for auditing were not prepared in all material respects in 
aoccrdance with the requirements of section 122(1) of the MFMA. Material misstatements of 
disdosure items identified by the auditors in the submitted financial statements were 
subsequentiy corrected, but the uncorrected materiai mlsstatsments and supporting records 
that could not be provided resulted in the financfal statements receiving a disclalmer audit 
opinion. 

Stretegic ptenning and performance management 

46. The IDP dld not reflectthe key perfomnance indlcators and targets es required by sections 26(i) 
of the Munidpai Systems Act, 2000 (Act No. 32 of 2000) (MSA) and municipaf planning and 
performance management regulation 2(1 )(e). 

46. KPIs were not set for each of the deveiopment prioritles and objectives, as required by eectlon 
41(1)(a)of the MSAand municlpal planning and performance management regulation 9(1 Ka). 

47. No KPls were set in respect of the provision of basic electridty services, as required by section 
43(2) of the MSA and municipal planning and performance management regulation 10(a). 

48. A mid-year performanoe aesessment wes not performed, as required by section 72(1XaXii) of 
the MFMA. 

Expenditure management 

49. Money owed by the muntefpality was not always paid wthin 30 days, as required by section 
65(2Xe) of the MFMA. 

50. Reasonable steps were not taken to ensure that the munidpaiity implements and maintairts an 
effoctive syetem of expenditure control, induding proceduresforthe authorisation of funds, as 
required by section 6S(2Xa) of the MFMA. 

51. An adequate management, accountlng and information system was not in piace which 
reoognised expendJture when it was incurred as required by section 65(2 Xb) of the MFMA. 

52. Reasonabie steps were not taken to prevent irregular expenditure, as required by section 
62(1 )(d) of the MFMA. The full extent of the irreguiar expertditure could not be quantified as 
indicated in the basis for qualification paregraph. The majorfty of the disciosed irregular 
expenditure was as a result of supply chain management (SCM) processes not fbilowed. 
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Irregular expenditure of R9 738 449 was incurred on the Boshof/ Kimberly: constructlon of 7km 
pipeline and construction of 15km pipeline prpjects. 

53. Reasonable steps were not taken to prevent fruitless artd wasteful expenditure, as required by 
section 62(1 Xd) of the MFMA. The fuli extent of the fruitless and wasteful expenditure could not 
be quantified as fndicated in the basis for qualification paragraph. The majority of the disctosed 
fruitless and wastsfui expenditure was caused by interest on the Eskom baiance and Interest 
and penatties on SARS balances. 

54. Reasonable steps were not taken to prevent unauthorfsed expenditure of R169196104 as 
dlsdosed In note 46 to the financial statements, in oontravention of section 62(1 )(d) of the 
MFMA. The majority of the disclosed unauthorfsed expenditure was caused by overspending 
of maln divisions wfthin the vote as weil as fhe overepending of the capitel expenditure budget. 

Consequence management 

55. Unauthorised expenditure incurred by the municipality was not investigated to determine rf any 
pereon is iiable for the expenditure, as required by section 32(2Xa) of the MFMA. 

56. irregular expenditure incurred by the municipality waa not investigated to determine if any 
pereon Is llable fbrthe expenditure, as required by section 32(2)(b) of the MFMA. 

57. Fruitiess and wasteful expenditure incurred by the municipallty was not invsstigated to 
determine if any person is liable forthe expenditure, as required by section 32(2Xb) of the 
MFMA. 

Procurement and contract management 

58. SuffEcient appropriate audit evidenoe could not be obtained that ati contracts wsre awarded in 
accordanca with the iegislative requiremenfs as the majority of the bid documents for contracts 
awarded during the financial year could not be provided for audit purposes. 

59. Some of fhe goods and servlces wfth a tranaactron value of below R200 000 were procured 
without obtaining the requJred price quotatfons, in contrevention of by SCM regulation 17(a) 
and (c). Simiiar non-compliance was also reported in the prior year. 

60. Sufficient appropriate audit evidence could not be obtained that quotations were accepted from 
prospective providers who were on the list of accredited prospective providers and met the 
listing requlrements prescribed by the SCM policy, in contravention of SCM regulations 16(b) 
and 17(b). Simflar non-oompliance was also reported in the prior year. 

61. Quotations were accepted from bidders who did nof submit a dedaration on whether they are 
empJoyed by the state or connected to any person empioyed by the state, as required by SCM 
regulation 13(c). 

62. Quotetions were accepted from bidders whose tax matters had not been dedared by SARS to 
be in order, in contrevention of SCM reguiation 43. Similar non-compliance was also reported 
in the prior year. 

63. Sufficient appropriate audit evidence could not be obtained that Invitations for competitive 
bidding were advertised fora required minimum period of days, as required by SCM regulation 
22(1) and 22(2). Similar non-compliance was aiso reported in the prioryear. This non- 
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complianoe waa identified in the procurement processes forthe Boshcf/ Kimberley: 
construdion of 7km pipeline. 

64. The preference point system was not appiied for procurement cf goods and services above 
R30 000 as required by section 2(a) of the Preferential Procurement Poiicy Framework Act, 
2000 (Act No. 5 of 2000). Siraifar non-compliance was also reported in the prior year. 

65. Bfd documentatlon Ibr procurement of commodifies designated for local oontent and 
production, did not stipulate the minimum threshold for locai production and content as required 
by the 2017 preferential procurement reguiatlon 6(2). Slmiiar non-compliance was also 
neported in the prior year. 

66. Suffident appropriate audlt evidence could not be obtarnsd that all extensions or modifications 
to contracts were approved by a properiy delegated official, as required by SCM regulation 5. 
Slmiiar non-compliance was also reported In the prfor year. 

67. The perfbnmance of contractors or provldere was not monitored on a monthly basis, as required 
by section 116(2)(b) of the MFMA. Similar non-compfiance was also reported in the prior year. 
This non-compiiance was Identified in the procurement processes for Boshof/ Klmberiy: 
construction of 15km pipeline; Boshof/ Deaiesville/ Hertzogviiie: installation of 15 high mast 
lights; construcbon of a new 4.5ml/day water treatment works in Boshof - dvil works. 

Liability management 

68. An adequate management, accounting and irformatron system which accounts fbr ilabilities 
was not in piaoe, as required by section 63(2)(a) of the MFMA. 

69. An effective system of intemal controi for iiabilrties (including a liabiltty register) was not in 
place, as required by section 63(2Xc) of the MFMA. 

Revenue management 

70. An effective system of intemal oontrol for both debtors and revenue was not in piace, as 
required by section 64(2Xf) ofthe MFMA. 

71. Revenue due to the munidpality was not caicuiated on a monthly basis, as required by section 
64(2)(b) of the MFMA. 

Assets management 

72. An adequate management, acoountlng and Infonnatlon system which accounts for assets was 
not in piace, as required by section 63(2)(a) of the MFMA. 

73. An effective syštem of intemal control for assets (including an asset register) was not in place, 
as requlred by section 63(2)(c) of the MFMA. 

Human resource management 

74. Job descriptions were not established fbr ail posts in which appointments were made, as 
requrred by section 66(1 Xb) of the MSA. 

75. Appropriate systems and procedures to monitor, measure and evaiuate performance of staff 
were not developed and adopted as required by section 67(1)(d) of the MSA. 
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lltilisation of conditional grants 

76.1 was unable to obtain sufficient appropriate audit evidence that the Municipal infrastructure 
Grant was spenttor its intended purposes in accordance with the appftoatrie grarrt fiamework, 
as required by section 17(1) of the Dora. 

77.1 was unable to obtain suffident appropriate audit evidence that the Regional Buik 
fnfrastructure Grant was spent for its intended purposes in accordanee with the appiicable 
gnant framework, as required by sectfon 17(1) of the Dora. 

78. Performance in respect of programmes fonded by the Regionai Buik infrastructure Grant was 
not evaluated, as required by section 12(5) of the Dora. 


internal control deficiencies 


79. ! considered intemat control relevant to my audit of the finandat statements, reported 
performance infbrmation and complrance with appiicable legfslation; however, my objectlve 
was not to express any fbrm of assuranca on it The matters reported below are limited to the 
significant intemal control defitiencies that resulted in the basis fbr the distiaimer of opinion, 
the findings on the annual performance report and the findlngs on compliance with leglslation 
included in this report. 

80. The municipality continued to rely on consultants to resolve the prior year audit findrngs, 
however, fntemal controls within the municipality dfd not improve as repeatfindings were again 
reported on in the current year. It was evident that there was inadequate transfèr of skilte as the 
munidpality relied on consultants every year. 

81. There was no accountability cr oversight by management to ensure that intemal controls are 
improved and that a better audit outcome is achieved. 

82. Leadership's iack of accountabilrty for sound financial management, had a negative impact on 
the municipality’s finantiaf sustainabiiity, overspending ofthe budget and irregularexpendlture 
not being prevenfed. 

83. There was inadequate record keeping atthe munrdpaiity and basic reconcfliattons were either 
not perfbrmed or not reviewed by senior officials. 

84. There was no consequence management at the munitipality and offitiais were not heid 
accountable for irreguiar, unauthorised and fhjltfess and wasteful expenditure which has been 
fncurred in the current and previous ftnantial years. 

85. A proper and eflactive perfbrmance management system was not Impiemented at the 
municipality to ensure fhe accurate and compiete reporting on targets sjst in the IDP and 
SDBiP. 

86. The intemal audlt section did not conduct all of its planned risk-based audits according to the 
approved plan. Audits of assets, revenue, budget, SCM, contract management, information 
technology and human resource management were not done. Signrficant intemal control 
defrtiencies were identified on the above components during the extemal audit perfbrmed. 
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Other reports 


87. I draw attention to the following engagements conducted by various partles that had, or could 
have, an Impact on the matters reported in the municipalKy's finandal statements, reported 
performance information, compliance with applicabie legislation and other related matters. 
These reports did not form part of my opinion on the flnancial statements or my findings on the 
reported performance informatlon or complianoe wilh legisiation. 

88. A letter was sent to the Free State Provincial Treasury and the Free State Department of Co- 
operative Govemance and Traditional Affoirs whereby the acoounting officer requested that 
the departments should consider an rnvestigation in ternris of section 106 of the MSA for 
possible maladminfstratton and fraud as a result of alleged theft of oertain tender and payment 
documentatron. 



Bloemfontein 


30 November 2018 



AUOITOR-atNttAL 
SOUTH AFRICA 


Auditing to build public confidence 
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